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The  State  Board  of  Examiners  of  Public  Accountants 
Pennsylvania  State  Board  Examination  Questions 
December,  1948 


EXAMINATION  IN  GENERAL  ACCOUNTING 


Wednesday,  December  1,  1948,  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidates — Mere  answers  to  questions  do  not  provide  sufficient  evi- 
dence of  ability.  An  air  or  appearance  of  professional  workmanship  is  desired — 
including  neatness,  absence  of  amateur  performance,  set-up  of  answers,  and  clear- 
ness of  explanations.  Place  your  candidate  number  and  page  number  at  the  top 
right-hand  corner.  Papers  are  to  be  clipped  at  the  top  left-hand  corner.  Hand  in 
paper  for  each  session  regardless  of  whether  you  answered  the  questions  or  not. 


The  XYZ  Manufacturing  Company  proposes  to  sell,  at  public  offer- 
ing, 25,000  shares  of  common  .stock,  par  value  $100.00  per  share,  after 
approval  by  the  stockholders  of  the  increase  in  the  authorized  capital  of 
the  company.  The  proposed  stock  issue  is  to  he  sold  by  John  Doe  and 
Company,  investment  liankers.  The  investment  bankers  have  engaged 
you  to  review  the  audit  report  and  work  papers  of  Diggers  and  Com- 
pany, Public  Accountants,  who  certified,  without  qualification,  to  the 
following  balance  sheet  of  the  XYZ  Manufacturing  Company: 


QUESTION  NO.  1 


XYZ  MANUFACTURING  COMPANY 
BALANCE  SHEET 
jUNE  30,  1948 


A sSFTS 

CURRENT  ASSETS 


Cash  

Accounts  receivable — Trade  

Less:  Reserve  for  doubtful  accounts 


$250,000.00 


$1,000,000.00 

50,000.00 


950,000.00 


Inventories : 

Raw  materials,  goods  in  process, 


and  finished  goods 


2,000,000.00 


TOTAL  CURRENT  ASSETS 


$3,200,000.00 
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FIXED  ASSETS 

Land,  plant,  and  equipment  $1,000,000.00 

Less:  Reserve  for  depreciation  250,000.00 


DEFERRED  CHARGES  

TOTAL  ASSETS  

LIABILITIES  AND  CAPITAL 
CURRENT  LIABILITIES 

Notes  payable — Banks  

Accounts  payable  

Accrued  expenses  

Provision  for  Federal  and  State  income  taxes  

TOTAL  CURRENT  LIABILITIES  .... 

CAPITAL  STOCK  AND  SURPLUS 
Capital  stock,  common,  par  value 
$100.00  authorized  and  issued,  15,000 

shares  $1,500,000.00 

Earned  surplus  1,000,000.00 


750,000.00 

50,000.00 


$4,000,000.00 


$1,000,000.00 

300.000. 00 

100.000. 00 
100,000.00 


$1,500,000.00 


2,500,000.00 


TOTAL  LIABILITIES  AND  CAPITAL  $4,000,000.00 
No  explanatory  notes  were  attached  to  this  statement. 

In  a conference  preliminary  to  your  examination,  N.  O.  Figgers, 
senior  partner  of  the  firm  of  Figgers  and  Company,  advised  you  that 
the  work  papers  might  not  be  in  the  most  approved  form  because,  due 
to  pressure  of  other  work  and  his  inability  to  supervise  the  audit  person- 
ally, he  had  been  compelled  to  place  a junior  accountant  named  Richard 
Roe  in  charge  of  the  assignment  and  two  newly  employed  assistants 
who  had  no  previous  public  accounting  experience.  However,  Mr.  Fig- 
gers was  satisfied  as  to  the  balance  sheet  and  other  statements  because, 
being  a substantial  stockholder  of  the  XYZ  Manufacturing  Company 
and  a close  personal  friend  of  the  officers,  he  believed  he  was  very  fa- 
miliar with  the  company’s  affairs ; that  the  company  was  successful,  and 
the  additional  capital  was  only  needed  because  of  increases  in  accounts 
receivable  and  inventories.  The  proceeds  from  the  sale  of  stock  were 
to  be  nsed  to  retire  bank  loans  and  to  provide  additional  working  cap- 
ital. 

You  reviewed  the  work  papers  with  Richard  Roe,  who  conducted  the 
audit  for  Figgers  and  Company.  He  informed  you  that  this  was  his 
first  assignment  without  supervision ; that  he  was  instructed  by  Mr. 
Figgers  to  do  the  best  he  could  since  all  of  the  senior  accountants  were 
unavailable  to  give  him  any  assistance ; that  the  company’s  officers  were 
capable  and  reliable,  and  that  he  could  accept  any  explanations  given  by 
them  as  fact. 

You  also  found  that: 

Cash  was  reconciled  and  the  balance  was  verified  by  correspondence 
with  the  banks.  Cash  included  $200,000.00  in  a special  bank  account. 
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This  represented  the  unexpended  balance  of  proceeds  of  a previous 
stock  issue  which  was  sold  to  provide  funds  for  plant  expansion.  Con- 
tracts for  the  additional  facilities  were  being  negotiated. 

Adding  machine  tapes  were  run  of  the  balance  in  the  accounts  receiv- 
able ledgers  and  the  totals  agreed  with  the  general  control  account.  The 
officers  informed  Mr.  Roe  that,  with  minor  exceptions,  the  accounts 
were  considered  collectible,  and  that  the  reserve  for  doubtful  accounts 
was  believed  to  be  in  excess  of  possible  losses.  The  accounts  were  not 
verified  by  correspondence. 

No  physical  inventory  was  taken  since  December  31,  1946.  Instead, 
the  president  of  the  company  made  a casual  inspection  of  the  plant  on 
June  30,  1948  and  estimated  the  inventory  values  in  various  locations. 
His  estimates  were  turned  over  to  Mr.  Roe  for  his  file.  The  total  esti- 
mates were  in  substantial  agreement  with  the  control  accounts  in  the 
general  ledger,  and  no  adjustments  were  made.  The  president  also  in- 
formed Mr.  Roe  that  the  company  had  changed  its  method  of  allocat- 
ing overhead  as  of  January  1,  1948. 

Fixed  assets  and  depreciation  reserves  as  of  December  31,  1947, 
agreed  with  the  schedule  submitted  with  the  company’s  federal  income 
tax  returns  for  the  year  1947.  Vouchers  covering  additions  to  plant 
and  equipment  from  January  1 to  June  30,  1948,  were  examined  and 
represented  proper  capital  charges. 

Deferred  charges  included  unexpired  insurance,  supplies,  and  other 
prepaid  expenses,  all  properly  chargeable  to  future  operations. 

Notes  payable  were  verified  by  correspondence  with  the  banks. 

The  total  of  vouchers  in  the  unpaid  vouchers  file  was  in  agreement 
with  the  accounts  payable  control  account  in  the  general  ledger. 

Accrued  expenses  included  salaries  and  wages  which  were  paid  in 
July,  1948,  and  accrued  real  estate  and  miscellaneous  taxes. 

The  provision  for  federal  and  state  income  taxes  represented  $75,- 
000.00  unpaid  balance  of  1947  taxes  and  $25,000.00  accrued  for  esti- 
mated 1948  taxes. 

The  total  number  of  shares  outstanding,  as  disclosed  by  the  stock 
ledger,  was  in  agreement  with  the  capital  stock  account. 

A dividend  of  $15,000.00  was  paid  on  April  1,  1948.  This  was  the 
only  entrv  in  the  earned  surplus  account  after  December  31,  1947.  The 
balance  in  the  account  at  the  latter  date  was  in  agreement  with  that 
shown  on  the  company's  federal  income  tax  return  for  the  year  1947. 

Required  : 

List  deviations  from  or  violations  of  generally  accepted  standards  of 
auditing  and  reporting. 


QUESTION  NO.  2 

The  Long  XMlve  Company  has  been  exclusively  engaged  in  the  manu- 
facture of  valves  for  the  Supreme  Plumbing  Fixture  Company.  The 
Supreme  Plumbing  Fixture  Company  desires  to  change  its  line  of  prod- 
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uct  and  has  asked  The  Lotig  Valve  Company  to  quote  it  a price  on  a 
new  type  valve  made  of  an  entirely  different  material  from  that  used 
in  the  valve  presently  being  produced.  The  Long  Valve  Company  has 
been  operating  at  100%  of  capacity  and  it  is  contemplated  that  opera- 
tions will  continue  at  a 100%  rate  during  the  production  of  the  new  type 
valve. 


A statement  of  operations  for  the  year  just  ended  is  set  forth  below; 


$960,000.00 

Cost  of  Sales : 

Materials  

Direct  Labor  

Indirect  Labor  

Social  Security  Taxes  

Compensation  Insurance  

Real  Estate  Taxes  

Fire  Insurance  

Depreciation  on  Building  

Depreciation  on  Machinery  and  Equipment 

Machinery  and  Building  Repairs  

Heat,  Light  and  Power  

Factory  Supplies  and  Expense  

$550,000.00 

125,000.00 

50,000.00 

7.000. 00 

1.750.00 

5.250.00 

8.000. 00 

3.500.00 

13.900.00 

4.800.00 

2.300.00 

47.500.00 

819,000.00 

$141,000.00 

Administrative  Expense ; 

Officers’  Salaries  

Office  Salaries  

$12,000.00 

18,000.00 

Office  Supplies  and  Expense  

Capital  Stock  Taxes  

Social  Security  Taxes  

Compensation  Insurance  

Depreciation  Office  Equipment  

4.500.00 
6,000.00 

1.200.00 
300.00 

3,000.00 

45,000.00 

Profit  from  Operations  

$96,000,00 

The  new  valve  will  have  a material  cost  of  $18.00  per  unit  and  a 
direct  labor  cost  of  $17.00  per  unit.  (The  new  direct  labor  costs  were 
computed  on  a piece  rate  basis  and  spoilage  loss  is  insignificant).  It  is 
estimated  that  the  annual  direct  labor  cost  will  increase  by  $25,000.00 

and  indirect  labor  cost  $15,000.00.  Additional  machinery  having  a cost 
of  $41,000.00  and  a ten  year  life  will  be  needed  to  produce  the  new 
valve.  The  change  will  also  require  an  increase  in  average  material 
inventories  of  $59,000.00.  Fire  insurance  rate  on  buildings  and  contents 
is  $2.00  per  $1,000.00  of  value.  Power  costs  will  increase  ,$700.00, 
machinery  repairs,  $200.00,  and  factory  supplies  and  expenses  will  in- 
crease $13,800.00.  Administrative  costs  will  remain  the  same.  Xo  em- 
ployee earns  more  than  $3,000.00  per  year. 

Required  : 

Determine  the  unit  selling  price  required  to  yield  the  same  rate  of 
profit  from  operations  to  sales 
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QUESTION  NO.  3 

The  Acme  Oil  Company,  a corporation,  is  the  lessee  and  operator  of 
3 oil  producing  properties.  The  company  has  no  other  activities.  The 
crude  oil  produced  is  sold  to  pipe  line  companies.  The  profit  and  loss 
statement  reflected  by  the  books  for  the  year  ended  December  31.  1947, 
shows  a net  profit  (before  provision  for  Federal  income  tax)  of  $250,- 
(X)0.(X).  A summary  of  the  profit  and  loss  statement  by  properties  fol- 
lows ; 


Total 

Lease  A 

Lease  B 

Lease  C 

Oil  sales,  less  royalties  

$500,000 

$175,000 

$125,000 

$200,000 

Operating  and  general  expense 

$167,500* 

$87,500* 

$30,000* 

$50,000^ 

Depreciation  

25,000 

10,000 

5,000 

10,000 

Depletion  of  lease  costs  

42,000 

2,500 

36,000 

3,500 

Amortization  of  intangible  drill- 

ing  and  development  costs  

15,500 

5,000 

4,000 

6,500 

TOTAL  

$250,000 

$105,000 

$75,000 

$70,000 

NET  INCOME  BEFORE 

FEDERAL  INCOME  TAX 

$250,000 

$70,000 

$50,000 

$130,000 

* Includes  provision  for  Pennsylvania  corporate  net  income  tax. 


It  is  the  company’s  practice  for  book  purposes  to  capitalize  intangible 
drilling  and  development  costs  and  to  make  annual  provision  for  amorti- 
zation thereof  on  the  unit  of  production  basis.  For  income  tax  purposes 
the  company  has  elected  to  treat  intangible  drilling  and  development 
costs  as  a deduction  in  the  year  in  which  incurred,  as  permitted  by  Sec- 
tion 29.36  (m)  -16(b)  of  the  Income  Tax  Regulations.  A tabulation 
of  intangible  drilling  and  development  costs  incurred  during  tbe  year 
ended  December  31,  1947,  follows: 


Lease  A 

$40,000 

Lease  B 

12,000 

Lease  C 

, 20,000 

$72,000 

Tbe  “A”  lease  was  acquired  by  the  Acme  Oil  Company  on  March  1, 
1945,  as  an  undeveloped  leasehold,  the  consideration  being  a cash  bonus 
of  $25,0(30.00.  Since  tbe  purchase  of  Lease  “A”  the  intangible  drilling 
and  development  costs  in  connection  with  the  lease  amounted  to  $52,- 
500.00.  Tangible  equipment,  such  as  casing,  pumps,  tanks,  etc.,  was 
acquired  at  a cost  of  $63,000.00.  The  lease  was  sold  for  $400,000.00  on 
April  1,  1948,  at  which  time  the  accumulated  depletion,  depreciation, 
and  amortization  charges  with  respect  thereto  were  as  follows  : 
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Cost  depletion  recorded  on  books  $7,700 

Percentage  depletion*  43,250 

Depreciation  14,500 

Amortization  of  intangible  drilling  and  development  cost^  11,750 


* In  each  of  the  years  from  1945  to  1948,  inclusive,  the  percentage  depletion  (currently  27 
or  50)  exceeded  the  cost  depletion. 

Required  ; 

1.  Compute  the  net  income  subject  to  Federal  income  tax  for  the 
year  ended  December  31,  1947,  and  show  detail  of  the  computa- 
tion. 

2.  Compute  the  capital  gain  for  income  tax  purposes  on  the  sale  of 
the  “A”  lease. 


QUESTION  NO.  4 

The  M.  & N.  Company  is  to  be  incorporated  on  7\pril  18,  1948,  under 
the  laws  of  the  Commonwealth  of  Pennsylvania  for  manufacturing  pur- 
poses. The  authorized  capital  will  consist  of  1,000  shares  of  $100.00 
par  value  common  stock,  all  of  which  will  be  immediately  issued  for  cash. 

The  Company  will  acquire  a plant  located  in  Pennsylvania  from  which 
all  its  activities  will  be  conducted.  The  plant  will  be  partly  paid  for 
through  the  issuance  of  first  mortgage  bonds  to  be  sold  to  individuals 
and  corporations,  both  resident  and  nonresident. 

Required  : 

( 1 ) Give  in  order  all  the  taxes  to  be  paid,  accrued  or  withheld  by 
the  Company  to,  or  for,  the  Commonwealth  during  or  for  its 
first  fiscal  year. 

Answer  by  giving — Name  of  tax  report 
Period  covered 
Due  date  of  return 
Rate  of  tax 

Basis  of  tax — noting  exemptions  and  nontaxable 
items 

(2)  What  dates  can  be  selected  as  the  end  of  the  first  fiscal  year  of 
the  Company. 


Wednesday,  December  1,  1948,  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  5 


Company  manufactures  three  main  lines  of  machines,  sale  of  replace- 
ment parts  great  in  volume. 

Cost  Ledger  T/Balance  at  12/31/47  shows: 


Completed  Product  Inventory : 
X Machines 

Y Machines 

Z Machines 

Finished  Parts  Inventory: 

X Machines 

Y Machines 

Z Machines 


$100,000.00 

200,000.00 

300.000. 00 

50,000.00 

100.000. 00 
200,000.00 
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The  company  has  consistently  valued  inventory  at  cost  or  market, 
whichever  lower. 

The  scope  of  your  examination  re  : inventory  has  established  that  the 
cost  of  X and  Y machines,  finished  parts  for  X and  Y machines  does 
not  exceed  market,  considering  disposal  costs. 

Z machines,  which  sell  at  $100  each,  are  valued  in  inventory  at  a 
manufactured  cost  of  -S80.  XYcessary  disposal  costs  aggregate  25% 
of  selling  price. 

An  analysis  of  the  credits  to  the  Finished  Parts  Inventory  Control, 
Z machines,  for  the  year  ended  December  31,  1947,  follows: 


Charged  to : 

Cost  of  Sales,  Z Parts  $400,000.00 

Work  in  Process,  Z Machines  400,000.00 


In  the  case  of  finished  parts  for  Z machines,  cost  does  not  exceed 
sales  price  of  replacement  parts,  less  necessary  disposal  costs. 

Required  : 

(1)  Your  adjustment,  if  any,  in  connection  with  the  valuation  of 
the  inventory  of  Z machines  and  finished  parts  for  Z machines. 
( Your  client  specifies  that  adjustments,  if  any,  be  not  specifi- 
cally applied  to  the  individual  valuations  of  Z machines  and 
individual  parts  for  Z machines). 

(2)  Outline  procedure  for  handling  adjustments,  if  any,  in  state- 
ments of  operations  subsequent  to  January  1,  1948. 


QUESTION  NO.  6 

The  Rustic  Japanning  and  Antique  Finishing  Company  was  com- 
pletely shut  down  for  a period  of  five  days  due  to  a fire  on  April  7, 
1948,  and  the  resulting  salvage  operations.  The  company  carried  Use 
and  Occupancy  Insurance  as  follows : 


Manufacturers  Fire  Insurance  Co.  . $945,000.00 

Bankers  Fire  Insurance  Co.  472,500.00 

Farmers  Fire  Insurance  Co.  189,000.00 

Merchants  Fire  Insurance  Co 94,500.00 

Brokers  Fire  Insurance  Co 94,500.00 

Drovers  Fire  Insurance  Co 94.500.00 


$1,890,000.00 


The  above  policies  do  not  insure  wages  of  direct  or  indirect  produc- 
tion workers.  All  other  salaries  are  insured  by  these  policies  however. 
The  wages  of  direct  and  indirect  production  workers  are  insured  under 
another  policy,  but  no  claim  is  being  made  against  that  policy  due  to 
the  fact  that  all  such  workers  were  employed  in  salvage  operations  and 
their  wages  will  be  recovered  under  the  fire  insurance  policies  carried 
by  the  company.  Physical  damage  to  buildings  and  equipment  was 
minor.  Salvage  operations  consisted  principally  in  wiping  water  from 
and  re-oiling  steel  sheets. 
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The  aboA'e  policies  have  a 90%  co-insurance  clause,  and  were  written 
to  cover  the  year  January  1,  1948,  to  December  31,  1948.  The  busi- 
ness is  not  seasonal  and  it  is  reasonable  to  believe  that  the  results  of 
operations  for  the  rest  of  the  year  will  be  comparable  with  those  of  the 
period  January  1,  1948,  to  March  31,  1948.  There  were  70  working 
days  during  that  period  and  there  are  300  working  days  during  the 
year  1948.  It  is  not  possible  to  make  up  the  lost  production  by  over- 
time work. 

Required  : 

From  the  above  information  and  the  statement  of  operations  attached 
hereto  prepare  a claim  for  loss  under  the  Company’s  Use  and  Occu- 
pancy Insurance  and  include  therein  a computation  of  the  amount  to  be 
paid  by  each  of  the  insuring  companies. 


THE  RUSTIC  JAPANNING  AND  ANTIQUE  FINISHING 

COMPANY 

Statement  of  Profit  and  Loss 

For  the  Period  January  1,  1948  to  March  31,  1948 


Gross  Sales  

Cash  discount  on  sales  

Freight  on  sales  

Commissions  paid  sales  agents  

Net  Sales  

Cost  of  Sales : 

Materials  (net  of  purchase  discounts)  . 

Inbound  freight  on  materials  

Direct  production  workers  wages  

Indirect  productions  workers  wages  . . 

Plant  superintendent’s  salary  

Foremen’s  salaries  

Engineering  and  drafting  department 

salaries  

Compensation  insurance  (Note  1)  . . . . 

Social  security  taxes  (Note  2)  

Depreciation  buildings  

Depreciation  machinery  and  equipment  . 

Real  estate  taxes  

Repairs  and  maintenance  

General  factory  expense  

Shipping  supplies  


Selling  Expense : 

Sales  department  salaries 
Sales  department  expenses 

Social  security  taxes  

Compensation  insurance 
Advertising  


$3,500.00 

7,000.00 

35,000.00 

45,500.00 

$1,071,500.00 

$220,000.00 

15.000. 00 
170,000.00 

80.000. 00 

15.000. 00 

25.000. 00 

60,000.00 

3.500.00 
6,000.00 

17.000. 00 

35.000. 00 

7.500.00 
8,000.00 

12.000. 00 
19,000.00 

693,000.00 

$378,500.00 

$60,000.00 

35,700.00 

1,000.00 

300.00 

25,000.00 

122,000.00 
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Administrative  Expenses : 

Officers’  salaries  $45,000.00 

Office  salaries  15,000.00 

Social  security  taxes  900.00 

Compensation  insurance  300.00 

Capital  stock  taxes  2,300.00 

Sundry  administrative  expenses  17,000.00 


80,500.00 


Profit  from  Operations : 

Other  income — Interest  and  dividends  on 
investments  


$176,000.00 

5,000.00 


Profit  before  provision  for  income  taxes  $181,000.00 

Note  1 — The  compensation  insurance  rate  is  $1.00  per  $100.00  on  all 
salaries  included  in  cost  of  sales. 

Note  2 — Social  security  tax  rates  of  the  Company  aggregate  2^o.  On 
salaries  which  will  exceed  $3,000.00  for  the  year  only 
of  the  tax  to  be  paid  thereon  is  accrued  during  the  quarter. 
It  is  not  anticipated  that  any  of  the  direct  or  indirect  produc- 
tion workers  will  exceed  $3,000.00  in  wages  during  the  year. 


Required  : 


QUESTION  NO.  7 


From  the  following  accounts  of  The  Old  Reliable  Brewing  Company 
for  the  year  ended  December  31.  1947,  prepare  separate  statements  of 
cost  of  sales  of  draught  and  packaged  beer; 

Ih'lut  Credit 

Accounts  Accounts 


Brew  house  operations : 

Malt  consumed  $1,129,980.80 

Hops  consumed  229,554.16 

Grits  consumed  373,812.72 

Sugar  consumed  103,035.60 

Other  materials  consumed  35,805.20 

Wages  447,838.28 

Overhead  expenses  429,710.92 

By-product  sales  (spent  grains  and 

yeast)  

Racking  cost  88,512.03 

Federal  excise  tax  on  draught  beer 

sold  847,080.00 

Cost  of  beer  delivered  to  bottling  de- 
partment, credit 


Bottling  department  operations  : 

Cost  of  beer  delivered  from  brew 

house,  debit  -\mount  to  Ix’ 

determined 


$38,828.40 


Amount  to  be 
determined 


Federal  excise  tax  on  beer  delivered 


from  brew  house  3,510,104.00 

)Vages  780,257.20 

Crowns  used  227,317.68 

Labels  used  42,294.36 

Nonreturnable  containers  used  878,188.04 

Overhead  expenses  541,441.24 
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Additional  data  : 

Draught  beer  is  sold  and  shipped  in  barrels  direct  from  the  brew 
house.  Putting  the  beer  in  the  barrels  is  termed  “racking.” 

Packaged  beer  is  sold  and  shipped  from  the  bottling  department  in 
bottles  or  cans  placed  in  cases  or  cartons. 

Federal  excise  taxes  are  incurred  on  draught  beer  when  shipped  by 
placing  the  appropriate  stamps  upon  the  racked  barrels  at  the 
rate  of  $8.00  per  barrel.  On  packaged  beer  the  Federal  excise 
tax  is  incurred  on  the  quantity  of  beer,  in  terms  of  barrels,  pass- 
ing through  a meter  from  the  brew  house  to  the  bottling  depart- 
ment at  the  rate  of  $8.00  per  barrel,  the  required  amount  of 
stamps  being  destro}'ed  at  regular  intervals  in  the  presence  of  a 


Government  representative. 

Brew  house  inventories: 

January  1,  1947 : 

Racked  beer,  124  barrels  $588.12 

Beer  in  storage  cellar  vats,  64,980  barrels  303,745.32 

December  31,  1947 : 

Racked  beer,  880  barrels,  valued  at  5,009.00 


Beer  in  storage  cellar  vats,  72,416  barrels,  valued 
at  average  1947  brew  house  cost  to  be  de- 
termined 


Bottling  department  inventories : 

January  1,  1947 : 

Packaged  beer  22,378.44 

Unpackaged  beer  in  tanks  55,113.24 

December  31,  1947; 

Packaged  beer  90,870.72 

Unpackaged  beer  in  tanks  48,724.00 

Number  of  barrels  of  beer  brewed  during  1947,  net 

of  waste  and  employee  consumption  552,840 

Number  of  barrels  of  beer  delivered  to  bottling  de- 
partment by  brew  house  during  1947  438,763 


Inventories  are  valued  on  the  first-in,  first-out  basis. 


Part  1 : 


QUESTION  NO.  8 


Belfont  Corporation  is  a manufacturing  company  of  medium  size. 
There  are  over  50  employees  in  the  company’s  office,  and  the  officers 
include  the  president,  executive  vice-president,  vice-president  in  charge 
of  sales,  vice-president  in  charge  of  production,  treasurer,  assistant 
treasurer,  controller,  and  assistant  controller. 


The  following  paragraphs  contain  a description  of  certain  procedures 
in  the  office  of  Belfont  Corporation ; and  at  the  end  of  each  paragraph 
there  is  a series  of  alternative  procedures,  each  alternative  item  bearing 
a number.  One  item  in  each  numbered  series  represents  preferred  ac- 
counting procedure  and  internal  control.  Within  each  numbered  series, 
state  the  number  of  the  item  which  represents  preferred  procedure. 
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For  your  answer,  give  only  the  number;  your  reasoning  or  other  ex- 
planatory matter  is  not  required. 

Belfont  Corporation’s  office  petty  cash  fund  is  operated  on  the  basis 
of  the  imprest  system.  Checks  for  reimbursement  of  the  fund  are  made 
out 

(1)  to  the  order  of  the  custodian 

(2)  to  the  order  of  “'Petty  Cash  Fund" 

(3)  to  the  order  of  an  officer  who  cashes  the  check,  and  turns  the 
cash  over  to  the  custodian 

The  company’s  incoming  mail  is  opened  by 

(4)  the  cashier 

(5)  the  treasurer 

(6)  the  controller 

(7)  the  accounts  receivable  bookkeeper 

(8)  some  one  other  than  those  enumerated  above 

Each  day’s  receipts  are  deposited  intact  and  without  delay  l)v 

(9)  the  cashier 

(10)  some  one  other  than  the  cashier 

Deposits  or  collection  items  subsequently  charged  back  by  the  com- 
jiany’s  depositories  are  delivered  directly  to 

(11)  the  cashier 

(12)  some  one  other  than  the  cashier 

Authorized  signatures  for  each  bank  account  are  limited  by  action  of 
the  Board  of  Directors  to  the  president,  the  treasurer,  the  assistant  treas- 
urer, and  any  of  the  three  vice-presidents.  Two  signatures  are  required 
for  all  disbursements.  Bank  reconciliations  are  made  by 

(13)  the  cashier 

(14)  the  assistant  controller 

(15)  the  assistant  treasurer 
Part  2 : 

In  verifying  bank  balances  of  a corporation  of  medium  size  which 
has  several  Ijank  accounts,  the  Certified  Public  Accountant  usually  ob- 
tains bank  statements,  together  with  canceled  checks  direct  from  all 
the  client’s  banks.  These  statements  are  usually  requested  as  of  a date 
during  the  month  following  the  close  of  the  client’s  fiscal  year.  The 
practice  of  obtaining  such  statements  and  checks  direct  from  each  bank 
serves  many  useful  purposes  from  an  audit  standpoint,  but  which  of  the 
following  three  purposes  is  most  important?  (For  your  answer  give 
only  the  number). 

1.  To  examine  the  checks  listed  as  outstanding  on  the  company’s 
bank  reconcilements  as  of  the  balance  sheet  date. 

2.  To  ascertain  that  all  checks  listed  as  outstanding,  as  of  the  bal- 
ance sheet  date,  were  actually  outstanding. 

3.  To  ascertain  whether  there  were  any  checks  outstanding,  as  of  the 
balance  sheet  date,  which  were  not  listed  on  the  bank  reconcilements. 
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Also,  which  of  the  following  three  purposes  is  most  important? 

4.  To  verify  that  all  deposits  as  shown  on  such  bank  statements  were 
actually  recorded. 

5.  To  verify  that  deposits  in  transit  at  the  balance  sheet  date,  as 
shown  on  the  reconcilement  of  each  bank  balance,  were  duly  deposited 
in  bank. 

6.  To  obtain  the  bank  balance  at  the  balance  sheet  date  directly  and 
independently  from  each  depository. 

Part  3 : 

A small  manufacturing  company,  which  does  not  maintain  a per- 
petual inventory  record,  had  its  physical  inventory  of  raw  materials, 
work  in  process  and  finished  goods  taken  on  New  Year’s  day,  1948. 
The  company's  accounting  period  is  the  calendar  year  and  the  plant  was 
closed  on  New  Year’s  day  except  for  the  taking  of  the  inventory.  A 
count  of  all  items  on  hand  was  taken,  and  the  inventory,  as  taken,  was 
sul)sec]uentl}’  priced  by  company  employees.  The  resultant  valuation 
was  recorded  on  the  general  ledger,  and  the  inventory,  as  thus  deter- 
mined. was  stated  in  the  companv’s  balance  sheet  as  of  December  31, 
1947. 

The  com])any’s  certified  public  accountants,  as  a normal  audit  pro- 
cedure, compared  shipping  memoranda  to  sales  invoices  for  selected 
periods  in  December  and  during  the  first  week  of  January  following  the 
close  of  the  year.  These  procedures  disclosed  items  recorded  as  sold  in 
December  which  were  not  shipped  until  January.  As  a result  of  this 
disclosure,  which  of  the  following  five  statements  is  correct?  For  your 
answer,  giA'e  only  the  number. 

1.  Sales — OA^erstated  ; cost  of  sales — overstated;  inventory — not  af- 
fected ; accounts  receivable — overstated  ; net  worth — overstated. 

2.  Sales — overstated  ; cost  of  sales — not  affected  ; inventory — not  af- 
fected ; accounts  receivable — overstated  ; net  worth — overstated. 

3.  Sales — overstated;  cost  of  sales — not  affected;  inventory — over- 
stated ; accounts  receivable — overstated  ; net  worth — overstated. 

4.  Sales — overstated ; cost  of  sales — not  aff’ected  ; inventory — ^under- 
stated ; accounts  receivable — overstated ; net  Avorth — overstated. 

5.  Sales — understated  ; cost  of  sales — understated  ; inventory — not 
affected  ; accounts  receivable — understated  ; net  worth — understated. 

Also,  in  the  audit  of  this  company,  the  Certified  Public  Accountants, 
by  their  examination  of  receiving  reports,  disclosed  that  certain  raw  ma- 
terials, which  had  been  billed  to  the  company  in  December,  1947,  were 
recorded  in  the  purchase  book  during  that  month.  These  materials  were 
actually  received  and  paid  for  in  January,  1948. 

As  a result  of  this  disclosure,  which  of  the  following  five  statements 
is  correct : 
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6.  Accounts  payable — understated  ; inventory — understated  ; cost  of 
sales — overstated  ; net  worth — understated  ; current  ratio — understated. 

7.  Accounts  payable — not  affected  ; inventory — overstated  ; cost  of 
sales — understated  ; net  worth — overstated  ; current  ratio — overstated. 

8.  Accounts  payable — not  affected  ; inventory — understated  ; cost  of 
sales — overstated ; net  worth — overstated  ; current  ratio — understated. 

9.  Accounts  payable — not  affected  ; inventory — understated  : cost  of 
sales — overstated  ; net  worth — understated ; current  ratio — understated. 

10.  Accounts  payable — not  aff  ected  ; inventory — not  affected  ; cost  of 
sales — overstated  ; net  worth — understated  ; current  ratio — not  affected. 


Thursday,  December  2,  1948,  from  9 A.  M.  to  1 P.  M. 
QUESTION  NO.  9 

The  City  of  Pubcer,  Penna.,  has  owned  and  operated  facilities  for 
the  distribution  of  water  to  its  citizens  located  in  the  northern  section 
of  the  City.  The  water  so  distributed  w'as  purchased  from  the  Purity 
Water  Company  who  also  distributed  water  to  the  citizens  located  in 
the  southern  section  of  the  City.  In  order  to  effect  economies  in  opera- 
tion it  was  decided  that  the  City  establish  a water  department  which 
would  operate  separately  and  distinctly  from  its  ordinary  municipal  ac- 
tivities. The  water  department  is  to  purchase  the  facilities  of  the 
Purity  Water  Company  from  funds  to  be  obtained  from  the  issuance 
of  serial  water  revenue  bonds  and  is  to  receive  gratis  from  the  City  its 
distribution  facilities  which  are  to  be  recorded  at  values  to  be  deter- 
mined by  the  City  Engineer.  In  accordance  with  the  foregoing,  after 
obtaining  all  proper  approvals,  the  ^^Ater  Department  of  the  Citv  of 
Pubcer,  Penna.,  began  operations  as  of  July  1,  1947.  Its  fiscal  year 
ends  June  30. 

The  bond  indentures  securing  the  water  revenue  bonds  issued  as  of 
July  1,  1947,  prescribe  certain  financial  and  accounting  procedures  to 
be  followed  by  the  Department,  as  follows : 

1.  The  accounts  of  the  Department  are  to  he  maintained  separately  in 
two  funds,  (1)  the  Property  Fund  and  (2)  the  Water  Revenue 
Fund. 

2.  Proceeds  from  bonds  sold  are  to  be  used  for  plant  construction 
and  are  to  be  considered  part  of  the  property  fund.  The  proceeds 
are  to  be  deposited  with  Pubcer  Trust  Co.,  Trustee,  under  the 
bond  indenture.  Withdrawals  for  plant  construction  are  to  be 
made  as  prescribed  by  3. 

3.  Inasmuch  as  it  is  considered  impractical  to  draw  orders  on  the 
trustee  for  each  plant  expenditure,  such  disbursements  shall  orig- 
inally be  made  from  assets  of  the  Water  Revenue  Fund.  Reim- 
bursement shall  be  made  semimonthly  from  assets  of  the  Property 
Fund  upon  presentation  of  proper  support  to  the  trustee.  Plant 
assets  and  the  reserve  for  depreciation  are  to  be  considered  as  part 
of  the  Property  Fund. 
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4.  Depreciation  is  to  be  provided  monthly  at  rates  set  forth  in  the 
Ijond  indenture  and  is  to  be  paid  monthly  in  cash  by  the  Water 
Revenue  Fund  to  the  trustee  for  the  account  of  the  Property 
Fund.  It  is  to  he  held  separately  for  the  purpose  of  plant  replace- 
ments. 

5.  Interest  on  bonds  outstanding  is  also  to  be  paid  monthly  in  cash 
by  the  Water  Revenue  Fund  to  the  trustee  for  the  account  of  the 
Property  Fund.  It  is  to  be  held  separately  until  the  interest  due 
date.  The  monthly  transfer  is  to  be  % of  the  amount  due  on  the 
next  interest  date. 

6.  Sinking  Fund  payments  are  to  be  made  monthly  from  funds  of 
the  Water  Revenue  Fund  and  deposited  separately  with  the  trus- 
tee for  the  account  of  the  Property  Fund.  The  monthly  payment 
is  to  l)e  ^2  of  tho  principal  amount  of  bonds  maturing  on  the 
next  subsequent  due  date. 

7.  Other  than  the  foregoing,  the  accounts  necessary  to  reflect  the 
operations  of  the  water  facilities  are  to  be  considered  part  of  the 
^Vater  Revenue  Fund. 

Required  : 

In  accordance  with  the  foregoing,  prepare  as  briefly  as  possible  by 
funds,  the  entries  in  journal  entry  form  with  appropriate  explanations, 
necessary  to  properly  reflect  the  following  transactions  for  the  year 
ended  June  30,  1948,  assuming  that  all  bills  and  expenses  were  paid  as 
incurred  and  that  all  computed  figures  presented  to  you  have  been  veri- 
fied and  found  correct : 

1.  Serial  water  revenue  bonds  bearing  interest  at  tbe  rate  of  2%  per 
anntim,  due  as  follows,  were  sold  at  par,  as  of  July  1,  1947,  and  the 
cash  was  deposited  in  bank  on  that  date : 


1948  June  30  $ 120,000 

1949  Tune  30  130,000 

1950  Tune  30  150,000 

1951  June  30  150,000 

1952  June  30  150,000 

1953-1978  June  30  10,300,000 


$11,000,000 

Interest  due  June  and  December  30. 

2.  Purchased  from  Purity  Water  Company  on  July  1,  1947,  plant  as- 
sets in  service  aggregating  $5,000,000. 

3.  Water  distribution  facilities  of  the  city  of  Pulxier  were  transferred 
to  the  water  department  as  of  July  I,  1947,  which  had  an  original 
cost  of  $2,500,000.  Accumulated  depreciation  to  June  30,  1947, 
aggregated  $510,000. 

4.  July  1,  1947,  noninterest-bearing  advance  of  $150,000  was  made  to 
the"  department  by  city  of  Pubcer  for  working  capital. 
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5.  Billings  to  customers  are  at  flat  rates  for  a 3-month  period,  in 
advance.  Such  billings  for  the  year  aggregated  $2,750,000,  of  the 
foregoing  $60,000  was  uncollected  at  June  30,  1948. 

6.  Provision  for  bad  debts  is  made  on  the  basis  oi  oi  1%  oi  gross 
billings  to  customers. 

7.  Prepaid  billings  at  June  30,  1948,  aggregated  $150,000. 

8.  Materials  and  supplies  purchased  during  year  aggregated  $1,- 
250,000. 

9.  Materials  and  supplies  issued  during  year  were  as  follows : 


For  operating  expenses  $650,000 

For  construction  540,000 

10.  Payrolls  for  the  year  were  as  follows: 

For  operating  expenses  $350,000 

For  construction  600,000 

11.  \ endors’  charges  for  the  year  were  as  follows: 

For  operating  expenses  $250,000 

For  construction  1,200,000 

12.  Construction  jobs  completed  during  year  as  follows: 

Quarter  ended  9/30/47  $210,000 

Quarter  ended  12/31/47  306,000 

Quarter  ended  3/31/48  567,000 

Quarter  ended  6/30/48  898,000 


13.  Property  Fund  had  reimbursed  Water  Revenue  Fund  for  plant 
expenditures  aggregating  $2,214,000. 

14.  Depreciation  of  $126,783.75  provided  as  prescribed  by  bond  inden- 
ture. However,  the  amount  for  June,  1948,  $11,353.75  was  not 
paid  to  the  Capital  BAmd  until  July  10,  1948. 

15.  Interest  and  Sinking  Fund  payments  were  made  in  accordance  with 
provisions  of  the  bond  indenture. 

16.  Bond  interest  and  maturities  were  made  on  the  respective  due  dates. 

17.  Advance  made  by  City  of  Pubcer  was  repaid  on  June  28,  1948. 


QUESTION  NO.  10 

,\BC  M.-\NUF.4CTURING  COMP.\NY  (Pennsylvania  Corporation) 


Genek.'U.  LEnr.ER  Tri.ai.  B.'M.ance,  December  31,  1947 


Accounts  payable,  trade  

.Accounts  receivable 
.\ccrued  accounts 
Buildings 

Common  stock,  $100  par 

Cost  of  sales  

Demand  deposits  in  banks 
Depreciation  expense 
Dividends  on  preferred  stock 
Earned  surplus,  1/1/47 


Dr. 

Cr. 

$61,133.45 

$44,724.98 

16,793.24 

226,542.00 

100,000.00 

1,637,467.19 

55,321.63 

14.256.00 

12.225.00 

279,786.67 
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General  and  administrative  expenses  .... 

Inventories  

Investments  

Land  

77,452.26 

362,384.17 

140.437.50 
40,000.00 

201.806.50 

Machinery  and  equipment  

Notes  receivable,  trade  

Other  income  

25,000.00 

2,975.00 

Petty  cash  

Preferred  stock,  par  $100,  4%  cumula- 
tive   

Premium  on  retirement  of  preferred  stock 

500.00 

407,500.00 

(Tanuary  2,  1947)  

1,200.00 

Prepaid  and  deferred  accounts  

Reserve  for  depreciation,  buildings  

Reserve  for  depreciation,  machinery  and 

equipment  

Reserve  for  doubtful  accounts  receivable 
Sales  

5,822.50 

71.892.00 

94.981.00 
5,000.00 

1,842,445.24 

Selling  expense  

37,366.87 

$2,882,506.60 

$2,882,506.60 

You  have  made  a balance  sheet  examination  of  the  accounts  of  the 
ABC  Manufacturing  Company  operating  wholly  within  the  State  for 
the  year  ended  December  31,.  1947.  You  have  performed  all  the  audit- 
ing procedures  considered  necessary  and  have  satisfied  yourself  that  the 
system  of  internal  control  is  adequate  and  that  generally  accepted  ac- 
counting principles  have  lieen  consistently  followed. 

As  a result  of  your  examination,  you  have  verified  the  accounts  listed 
in  the  foregoing  trial  balance  and  have  obtained  the  following  additional 
information  relative  thereto : 

Accounts  receivable  are  stated  net  of  customers’  deposits  of  $5,400.00. 

Accrued  accounts  are  composed  of  the  following: 


Salaries  and  wages  $9,674.10 

Electric  power  646.36 

Workmen’s  compensation  insurance  1,120.00 

Federal  O.A.B.  tax  847.18 

Unemployment  insurance  1,005.60 

Pennsylvania  capital  stock  tax  3,500.00 


$16,793.24 

Property  and  equipment  accounts  are  stated  at  cost. 

Common  stock  authorized  and  issued  aggregates  1,000  shares. 
Depreciation  expense  for  the  year  was  as  follows : 


Buildings  $5,464.00 

Machinery  and  equipment  7,466.00 

Office  furniture  and  equipment  1,326.00 


$14,256.00 
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Inventories  are  stated  at  the  lower  of  cost  or  market  and  at  Decem- 
ber 31,  1947,  were  composed  of  the  following: 


Finished  goods  $77,829.47 

Work  in  process  101,527.94 

Raw  materials  183,026.76 


Investments  represent  the  following: 

$362,384,17 
Market  Value 

Cost 

Dec.  31,1947 

U.  S.  Certificates  of  Indebtedness  , , 

$100,000.00 

$100,125.00 

Accrued  interest  thereon  

400  shares  common  stock  of  XYZ  Motors 

437.50 

437.50 

Corp.  (Del.  corporation)  

40,000.00 

40,986.00 

$140,437.50 

$141,548.50 

Other  income  consists  of  the  following : 

Interest  on  U.  S.  obligations 

$875.00 

Interest  on  notes  receivable  

500.00 

Dividends  from  XYZ  Motors  Corp 

1,600.00 

$2,975.00 

Preferred  stock  is  redeemable  upon  call  at  any  dividend  date  at  $105 
per  share  and  is  entitled  to  the  same  amount  upon  voluntary  licpiida- 
tion  and  to  $100  per  share  upon  involuntary  liquidation,  in  each  case 
plus_  accrued  and  unpaid  dividends.  The  authorized  number  of  shares 
is  5,000  and  925  shares  have  previously  been  retired  (240  shares  dur- 
ing the  current  year)  through  operation  of  the  sinking  fund  at  the 
redemption  price  of  $105  per  share,  leaving  4,075  shares  issued  and 
outstanding  at  the  year  end.  The  articles  of  incorporation  provide 
that  as  long  as  any  preferred  stock  is  outstanding,  50%  of  the  net 
income  for  each  year  after  deduction  of  preferred  dividends  shall  be 
set  aside  and  applied  forthwith  to  the  retirement  of  the  ])referred 
stock. 

Dividends  on  the  preferred  stock  have  been  ])aid  up  to  September  30, 
1947,  and  on  December  15.  1947  the  Board  of  Directors  of  the  com- 
pany declared  a dividend  of  $1.00  per  share  payable  January  2,  1948. 

Prepaid  and  deferred  accounts  are  compri.sed  of  the  following: 

Insurance  $4,110.00 

Real  estate  ta.xes 1,462.50 

Office  supplies  250,00 


$5,822.50 

The  reserve  for  doubtful  accounts  receivable  appears  adequate  to  cover 
any  losses  which  might  arise  in  the  collection  of  the  notes  and  ac- 
counts receivable  balances. 
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Income  taxes  for  the  current  year  have  not  been  accrued  by  the  com- 
pany. 

Required  : 

From  the  foregoing  information,  prepare  financial  statements  as  of 
December  31,  1947,  of  the  ABC  Manufacturing  Company  together  with 
your  certificate  thereto  (short  form  report),  giving  effect  to  any  ad- 
justments required  to  properly  present  the  financial  condition  of  the 
company  at  that  date. 


QUESTION  NO.  11 

During  the  year  1947,  Company  A amended  its  articles  of  incorpora- 
tion and  issued  10,000  shares  of  Class  A Common  (non-voting)  stock, 
par  value  $50  per  share.  This  stock  is  redeemable  by  the  Corporation 
at  any  time  at  par  plus  pro  rata  share  of  the  accumulated  and  undis- 
tributed net  income  of  the  Company  and  its  subsidiaries  from  the  last 
day  of  the  calendar  year  immediately  preceding  the  date  of  the  original 
issue. 

Required  : 

Compute  the  redemption  value  per  share  of  the  Class  A stock  as  of 
January  1,  1948,  and  reconcile  the  accumulated  and  undistributed  net 
income  allocable  to  this  stock  with  the  total  consolidated  earned  surplus 
account.  Assume  that  the  Class  A Common  and  the  Common  Stock 
share  equally  on  a per  share  basis. 

Following  are  the  pertinent  data  of  Company  A and  its  subsidiary. 
Company  B. 

Company  A — The  total  assets  at  December  31,  1947,  including  $1,- 
700,000  invested  in  8,000  shares  of  $100  preferred  and  9,000  shares  of 
$100  common  stock  of  Company  B,  amounted  to  $10,001,000;  the  lia- 
bilities amounted  to  $3,402,000,  surplus  reserves  $400,000  and  the  cap- 
ital structure  was  as  follows : 

Preferred  stock:  5,000  shares  par  $100,  7%  cumulative, 
redeemable  by  the  Corporation  at  par  upon  one  year’s 

notice  or  at  105  upon  30  days’  notice  $500,000 

Class  A common  stock  (nonvoting)  ; 10,000  shares  par 
$50  redeemable  by  the  Corporation  at  par  plus  pro  rata 
share  of  the  accumulated  and  undistributed  net  income 
of  the  Company  and  its  subsidiaries  from  the  last  day 
of  the  calendar  year  immediately  preceding  the  date  of 


the  original  issue  500,000^ 

Common  stock ; 80,000  shares  par  $50  4,000,000 


$5,000,000 

1 All  issued  January  IS,  1947. 
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Earned  surplus ; 

Balance,  January  1,  1947  $1,059,075 

Balance  of  income  transferred  to  sur- 
plus year  1947  501,250^ 


$1,560,325 


Dividends  paid: 

Preferred  7%  $34,825 

Class  A 4%  16,000 

Common  4%  158,000 


$208,825 

Balance,  December  31,  1947  1,351,500 


$6,351,500 

1 Net  income  $701,250  less  provision  for  contingencies  $200,000. 

Stock  held  in  treasury,  at  cost : 

Preferred,  25  shares  $2,500 

Class  A,  2,000  shares  100,000" 

Common,  1,000  shares  50,000 

152,500 

Net  capital  $6,199,000 

2 Repurchased  by  Company  at  issue  price  (par)  on  January  31,  1947. 


Company  B — The  total  assets  at  December  31,  1947,  amounted  to 
$4,930,000,  the  liabilities  amounted  to  $1,910,000,  surplus  reserves 
amounted  to  $220,000,  and  the  capital  structure  was  as  follows : 

Preferred  stock,  8,000  shares,  par  $100,  4%  noncumula- 
tive,  redeemable  by  the  Corporation  at  par  upon  30 

days’  notice  $800,000 

Common  stock,  10,000  shares,  par  $100  1,000,000 

$1,800,000 

Earned  surplus : 

Balance,  January  1,  1947  $760,000 

Balance  of  income  transferred  to  sur- 
plus year  1947  332,000’ 

$1,092,000 


Dividends  paid : 

Preferred  4%  $32,000 

Common  6%  60,000 

$92,000 

Balance,  December  31,  1947  

Net  capital  

3  Net  income  $432,000  less  provisions  for  contingencies  $100,000. 


1,000,000 

$2,800,000 
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$259,000.00  $165,000.00  $40,000.00  $77,000.00  $23,000.00  $7,000.00  $17,000.00 


CERTIFIED  PUBLIC  ACCOUNTANTS  ENAMINATIONS— 1948 


Indirect  expenses  of  operations  are  as  follows : 

Electric  Power  $45,000.00 

$16,000.00 

9.000. 00 

20,000.00 

480.00 

4,520.00 

5.000. 00 

5,000.00 

$60,000.00 

Indirect  expenses,  other  than  electric  power,  are  prorated  among  the 
several  departments  on  a labor  dollar  basis.  Electric  flow  meters  indi- 
cated that  the  various  departments  had  utilized  electric  power  as  fol- 
lows : 

Quarry  

Bulk  Lime  

Hydrate  Lime  

Ground  Limestone  . . . 

Fluxing  Limestone  . . . 

Furnace  Limestone 
Agricultural  Limestone 

900,000  kwh. 


270.000  kwh. 

180.000  kwh. 
180,000  kwh. 

90,000  kwh. 

90.000  kwh. 

45.000  kwh. 

45.000  kwh. 


General  Superintendence  Salaries 

General  Maintenance  

General  Production  Expenses  . . . . 

Social  Security  Taxes  

Insurance  

Depreciation  

Taxes  


During  the  year  the  cjuarrying  operations  produced  500,000  tons  of 
raw  limestone.  Depletion,  based  on  cost  is  computed  on  the  basis  of  one 
and  one-half  cents  per  ton.  In  the  production  of  bulk  lime,  a rate  of 
product  realization  of  fifty  per  cent  is  experienced  by  the  Company.  Hy- 
drate lime  is  produced  from  bulk  lime  without  any  further  product  loss. 
There  is  no  processing  loss  experienced  in  the  production  of  the  other 
types  of  limestone.  There  were  no  inventories  of  stone  at  either  the 
beginning  or  end  of  the  year.  The  quantities  of  product  sold  during  the 
year  were  as  follows : 

Bulk  Lime  140,000  tons 

Hydrate  Lime  35,000  tons 

Ground  Limestone  75,000  tons 

Fluxing  Limestone  50,000  tons 

Furnace  Limestone  10,000  tons 

Agricultural  Limestone  15,000  tons 

325,000  tons 

Required  : 

From  the  information  given,  compute  the  cost  of  the  various  products 
in  total  and  show  the  cost  per  ton. 
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QUESTION  NO.  13 

Parkort,  Inc.,  was  incorporated  in  Pennsylvania  May  25,  1947,  with 
an  authorized  capital  of  1,000  shares,  $100  par.  On  June  1,  1947,  it 
purchased  an  apartment  building  (built  in  1937)  for  $390,000.00,  in- 
cluding land.  To  finance,  it  assumed  a 4%  first  mortgage  held  by  the 
State  Trust  Company,  on  which  there  was  an  unpaid  balance  of  $240,- 
000;  borrowed  $100,000  from  John  Doe,  a resident  of  New  York,  N.  Y., 
on  a 5%  second  mortgage,  and  paid  the  balance  in  cash  obtained  from 
sale  of  stock.  In  the  settlement  it  also  paid  $3,500.00  pro  rata  Cit}^  and 
School  taxes  for  1947  which  had  been  assessed  to  and  paid  by  the  seller 
and  $600.00  representing  the  value  of  assigned  insurance  which  expired 
October  31,  1947.  The  assessed  value  of  the  property  was:  Land 
$75,000;  Building  $225,000.  The  seller  was  allowed  depreciation  at  the 
rate  of  2%  per  annum. 

On  May  15,  1948,  you  are  retained  to  audit  the  affairs  of  the  company 
and  prepare  its  tax  returns.  You  find  its  accounting  records  consist  of 
a check  book  and  monthly  statements  from  the  Suburban  Realty  Com- 
pany which  collects  the  rents,  pays  expenses,  and  generally  supervises 
the  operation  of  the  apartment,  remitting  the  net  proceeds  on  the  10th  of 
the  following  month.  The  officers  of  the  company  request  that  the  re- 
turns be  made  on  the  basis  of  cash  receipts  and  disbursements  for  the 
fiscal  year  ending  April  30,  1948.  Your  fee  is  to  be  $300. 

An  analysis  of  the  check  book  shows  the  following  receipts  and  dis- 
bursements to  April  30,  1948  : 

Cash  receipts ; 

Sale  of  stock  at  par  

Remittances  from  Suburban  Realty  Company 
Second  mortgage  loan  


Cash  disbursements  : 

Officers’  salaries  2,900 

Property  purchase  150,000 

Pro  rata  City  and  School  Tax,  1947  3,500 

Insurance  (fire)  600 

Title  insurance  500 

Incorporation  expense  700 

Office  expense  200 

Payment  on  first  mortgage 12,000 


The  statements  rendered  by  Suburban  Realty  Co.  May  10,  1948, 
show : 

June  1,  1947 
to 

March  31,  1948  April,  1948 

Rents  collected  

Damage  claims  _ 

Fire  insurance  claim  (arose  prior  to 
October  31,  1947)  


$50,800  $4,000 


$48,000  $4,000 

800 

2,000 


$60,000 

14,800 

100,000 


TOTAL  RECEIPTS 
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Janitor  service  $2,450  $250 

Janitor  supplies  600  50 

Fire  loss  3,100 

Interest,  first  mortgage  (9  months)  7,200  (2mos.)  1,600 

Repairs  4,000  400 

Interest,  second  mortgage  (6  months)  . 2,500 

Commission  2,400  200 

Heat,  light,  water  2,400  100 

County  taxes,  1947  1,500 

City  and  school  taxes,  1948  6,000 

Miscellaneous  250 

Fire  insurance  (3  years  to  11/1/50)  . 3,600 


TOTAL  DISBURSEMENTS..  $36,000  $2,600 


NET  REMITTANCE  $14,800  $1,400 


The  remittance  for  April,  1948,  was  received  iMay  10,  1948.  At  April 
30,  1948,  rent  in  arrears  totaled  $1,100. 

Requirkd  : 

Compute  : 

Federal  income  tax 
Pennsylvania  income  tax 

Penns}lvania  capital  stock  tax  (value  $60,000) 

PennstJvania  corporate  loans  tax 

Prepare : 

Earnings  statement  on  a cash  basis  for  tax  purposes. 


QUESTION  NO.  14 

A Corporation  wishes  to  adopt  the  “lifo”  (last  in,  first  out)  method 
of  inventory  ; 

Part  I.  A\4iat  are  the  federal  tax  implications  with  respect  to: 

(a)  Taxpa}’er's  right  to  adopt  the  method — What  are  the  require- 
ments for  adoption  ? 

(b)  The  extent  to  which  the  taxpayer  is  committed  by  the  adoption 
of  the  method. 

(c)  Method  of  determination  and  pricing. 

( 1 ) The  opening  inventory  of  the  taxable  year  for  which  the 
metht)d  is  first  used. 

( 2 ) The  closing  inventory. 

Part  II.  Following  are  data  with  respect  to  sales,  purchases,  inven- 
tories, and  expenses  of  a corporation  for  the  year  1947. 

Sales — 5,000  units  at  $40.00;  10,000  units  at  $45.00; 

11.000  units  at  $46.00;  9.000  units  at  $48.00; 

15.000  units  at  $50.00;  and  15,000  units  at  $55.00. 

Purchases — 30,000  units  at  $20.00;  20,000  units  at  $25.00;  12,000  units 

at  S30.00. 
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Beginning  inventory,  acquired  as  follows ; 

For  1 (a) 

September,  1946 — 2,000  units  at  $10.00 
October,  1946 — 5,000  units  at  $12.00 

November,  1946 — 3,000  units  at  $12.50 
December,  1946 — 5,000  units  at  $15.00 
For  1 (b)  assume  same  dates  in  1945 
Closing  inventory — 12,000  units. 

(Note:  Amounts  shown  are  per  unit). 

General,  selling,  and  administrative  expenses  for  the  year  $500,000.00. 
Pennsylvania  corporate  net  income  tax  and  federal  income  tax  are  to  be 
provided  for. 

Required  : 

1.  Statements  (may  be  in  comparative  form)  of  profit  and  loss. 

(a)  On  the  “lifo”  basis  of  valuing  inventory,  assuming  that  1947, 
the  year  for  which  the  statement  is  prepared,  is  the  first  year 
for  which  the  “lifo”  method  was  adopted. 

(b)  On  the  “lifo”  basis  of  valuing  inventory,  assuming  that  the 
year  1947  is  the  second  year  for  the  use  of  the  “lifo”  method, 
and  that  the  inventory  was  acquired  on  the  same  dates  in 
1945  as  stated  for  1946. 

(c)  On  the  “fifo”  (first  in,  first  out)  basis  of  valuing  inventory. 

2.  As  a practicing  accountant,  what  comments,  if  any,  would  you 
give  in  connection  with  your  certification  of  the  financial  statements  of 
the  company  with  respect  to  the  inventories  based  on  the  “lifo”  method 
of  valuation  (per  1 (a)  above)  ? 

3.  Give  your  observations  as  to  the  effects  generally  of  the  “lifo” 
method  of  inventory  valuation  upon  profits  in  periods  of  (a)  rising 
prices;  (b)  falling  prices. 

4.  What  are  your  views  regarding  the  “lifo”  method  in  relation  to 
the  proper  reflection  of  income  ? 

EXAMINATION  IN  COMMERCIAL  LAW 

Friday,  December  3,  1948,  from  9 A.  M.  fo  1 P.  M. 

GROUP  ONE 

Note  to  the  Candidate — Read  carefully  each  question  in  full  before  writing 
your  answer.  Do  not  repeat  the  question  as  printed.  Whenever  practical,  give  the 
answer  first,  and  then  state  the  legal  principles  or  reasoning  involved. 

QUESTION  I— WEIGHT:  10  POINTS 

A.  Amos  Budd’s  wife,  Mary  Budd,  separated  from  him  for  justifi- 
able cause,  and,  in  order  to  secure  necessary  clothing  and  supplies, 
bought  them  from  Curtis  Duff,  charging  their  fair  and  reasonable  cost 
to  Budd.  Prior  to  the  sale  Budd  had  directed  Duff  not  to  furnish  such 
supplies  to  Mrs.  Budd. 
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( 1 ) Does  a contract  exist  between  Amos  Budd  and  Curtis  Duff? 

Answer  “yes”  or  “no,”  and  if  your  answer  is  “no,”  then  state  in 
outline  form  the  elements  of  a contract  which  are  missing. 

(2)  Can  Duff  recover  from  Budd? 

Answer  “yes”  or  “no,”  and  if  your  answer  is  “yes,”  state  the 
legal  theory  imposing  liability. 

B.  (1)  Aaron  Brown,  in  writing,  made  an  offer  to  Charles  Dare 
stating  that  he  would  hold  the  offer  open  for  30  days.  On  the  20th  day, 
and  before  Dare  had  accepted  the  offer.  Brown  died.  If  Dare  on  the 
28th  day  accepted  the  offer,  could  he  enforce  it  ? 

Answer  “yes”  or  “no”  and  then  discuss. 

(2)  If  Dare,  instead  of  Brown,  had  died  on  the  20th  day,  could 
the  Executor  of  Dare's  estate,  if  he  accepted  the  offer  on  the  28th  day, 
enforce  it? 

Answer  “yes”  or  “no”  and  then  discuss. 

QUESTION  II— WEIGHT:  10  POINTS 

You  have  been  retained  by  Attorney  Ivan  Jones  to  assist  him  in  ex- 
amining the  books  and  records  of  Wel-Don  Company  and  to  submit  a 
report  to  George  High  concerning  its  activities.  Upon  a careful  exam- 
ination you  find  that  Wel-Don  Company  was  incorporated  in  Pennsyl- 
vania by  Arthur  Bruce,  Calvin  De^^htt  and  Edward  Fair,  all  of  whom 
were  of  full  age  and  citizens  of  the  United  States  residing  in  New  York 
City.  The  .Articles  of  Incorporation  authorized  the  issuance  of  1,000 
shares  of  capital  (common)  stock  having  a par  value  of  $100.00  each. 
The  amount  of  paid-in  capital  was  fixed  at  $75,000.00.  The  corporation 
issued  onlv  650  shares  of  capital  (common)  stock  which  was  registered 
in  the  books  of  \\'el-Don  Company  in  the  following  manner : 

400  shares  to  Arthur  Bruce,  President  of  the  Company 
50  shares  to  Jane  Bruce,  wife  of  Arthur  Bruce 
40  shares  to  David  Bruce,  minor  son  of  Arthur  Bruce,  now  20 
years  of  age 

60  shares  to  Adventures,  Inc.,  a Pennsylvania  corporation  in 
which  Arthur  Bruce  has  a controlling  interest 
100  shares  to  George  High,  an  adult  resident  of  Philadelphia 

Furthermore,  you  find  the  following; 

( 1 ) That  Wel-Don  Company  started  to  transact  business  as  soon  as 
its  charter  was  granted  : 

(2)  That  Arthur  Bruce.  Jane  Bruce,  Calvin  DeWitt  and  David  Bruce 
were  the  directors  of  \\Yl-Don  Company ; 

( 3 ) That  YYl-Don  Company  had  closed  its  registered  office  in  Penn- 
sylvania and  only  maintains  an  office  in  New  York  City; 

(4)  That  Wel-Don  Company  after  its  incorporation,  issued  25  shares 
of  stock  to  Arthur  Bruce  for  property  actually  received  in  lieu  of 
cash ; 
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(5)  That  Wel-Don  Company  had  issued  $5,000.00  in  six  per  cent 
preferred  stock  without  the  stock  being  authorized  by  the  Arti- 
cles of  Incorporation ; 

(6)  That  Wel-Don  Company  had  used  $10,000.00  of  the  paid-in  cap- 
ital to  become  a partner  with  Marvin  Norris; 

(7)  That  Wel-Don  Company  for  the  sole  benefit  of  one  of  its  cus- 
tomers, indorsed  a note  given  by  the  customer  to  Omar  Price ; 

(8)  That  Wel-Don  Company  had  purchased  from  Arthur  Bruce  for 
use  in  its  business  a warehouse  at  a cost  of  $15,000.00  for  which 
Arthur  Bruce  had  paid  $10,000.00  on  the  previous  day; 

(9)  That  Wel-Don  Company  having  invested  surplus  funds  in  a 
mortgage  upon  which  a default  occurred,  bid  at  a sheriff’s  sale 
and  acquired  the  title  to  the  real  estate  so  mortgaged ; 

(10)  That  Wel-Don  Company  had  paid  dividends  solely  at  the  direc- 
tion of  President  Arthur  Bruce. 

In  separate  paragraphs  of  no  more  than  fifty  words  each,  outline  the 
comments  you  would  make  to  Attorney  Ivan  Jones  on  each  of  the  ten 
matters  listed. 


QUESTION  III— WEIGHT:  10  POINTS 

A.  If  Alvin  Brill  rents  a farm  from  its  owner,  Chester  Davis,  agree- 
ing to  pay  Davis  as  rent  one-half  of  the  crops,  and  if  Davis  reserves  no 
control  over  the  operation  of  the  farm,  does  the  sharing  of  the  crops 
of  itself  establish  a partnership? 

Answer  “yes”  or  “no”  and  then  explain. 

B.  Albert  Bell  falsely  represented  to  Clarence  Do}de  that  he  was  a 
member  of  a partnership  trading  as  Frame  and  Company.  Eli  Frame 
and  Guy  Hill,  who  were  the  actual  partners  of  Frame  and  Company 
but  who  never  agreed  to  become  partners  with  Bell,  consented  to  Bell’s 
false  representation.  Doyle,  believing  Bell  to  be  a partner,  sold  goods 
to  Frame  and  Company.  Bell,  without  the  authorization  of  Frame  and 
Hill,  executed  a note  payable  to  Doyle  for  the  goods.  The  note  was 
signed,  “Frame  and  Company  by  Albert  Bell”,  and  contained  a clause 
confessing  judgment. 

( 1 ) Can  Doyle  hold  Bell  liable  for  the  goods  sold  as  though  he  were 
an  actual  member  of  the  partnership? 

Answer  “yes”  or  “no”  and  then  explain. 

(2)  If  Doyle  confesses  judgment  on  the  note,  what  defense  may 
Frame  and  Hill  plead? 

Explain. 

(3)  Can  Doyle  hold  Frame  and  Hill  liable  for  the  goods? 

Answer  “yes”  or  “no”  and  then  explain. 


28 


CERTIFIED  PUBLIC  ACCOUNTANTS  EXAMINATIONS— 1948 


(4)  Is  Bell,  because  Frame  and  Hill  consented  to  his  misrepresenta- 
tion, entitled  to  share  in  the  profits  of  Frame  and  Company  as  a 
partner  ? 

Answer  “yes”  or  “no”  and  then  explain. 

(5)  If  Doyle  knew  at  the  time  the  misrepresentation  was  made  that 
it  was  false,  can  he  hold  Bell  liable  for  the  goods  sold  as  though 
he  were  an  actual  member  of  the  partnership  ? 

Answer  “yes”  or  “no”  and  then  explain. 

C.  Where  real  estate  is  purchased  with  partnership  funds  and  the 
title  is  taken  in  the  partnership’s  name,  can  the  wife  of  a partner,  who 
secures  a divorce  after  the  acquisition  of  the  property  by  the  partnership, 
compel  the  sale  of  the  property  so  as  to  collect  the  share  which  she 
claims  “in  lieu  of  her  dower  at  common  law?” 

Answer  “yes”  or  “no”  and  then  explain. 

QUESTION  IV— WEIGHT:  10  POINTS 

A.  Starr  Company,  incorporated  in  Pennsylvania  for  the  purpose 
of  selling  women’s  apparel,  on  November  25,  1948,  employed  you  to 
make  an  audit  of  its  business  and  submit  a report  to  its  attorney.  In 
making  the  examination  you  find  the  following : 

On  November  15,  1948,  the  Company  purchased  from  Andrew  Biggs, 
who  then  discontinued  his  business,  his  entire  stock  of  women’s  dresses, 
at  a cost  of  $25,000.00.  Starr  Company,  without  taking  or  requiring  any 
other  action,  sent  trucks  to  Biggs’  place  of  business  and  removed  the 
dresses.  Upon  receiving  the  dresses,  Starr  Company  on  November  20, 
1948,  delivered  to  Biggs  a promissory  note  payable  in  ninety  days  for 
$25,000.00.  The  note  was  signed  by  the  Vice  President  and  xAssistant- 
Secretary  and  the  corporate  seal  was  affixed.  At  the  time  of  the  delivery 
of  the  note  all  of  the  authorized  stock  of  Starr  Company  had  been  issued. 
Biggs  on  November  22,  1948,  sold  the  note  to  Cameron  Deeds  who,  in 
good  faith,  purchased  it  for  value  without  notice  of  any  infirmity  in  the 
instrument  or  defect  in  the  title.  Biggs  then  moved  to  South  America. 
Biggs  was  indebted  to  his  employees,  his  landlord  and  other  creditors  in 
the  amount  of  $25,000.00. 

If  you  were  writing  your  report  today,  what  comments  would  you 
make  concerning  the  liability  of  the  Starr  Company  for  the  note  and  the 
claims  of  Biggs’  creditors? 

Discuss  under  separate  headings  at  least  4 legal  principles  involved. 

B.  Adam  Black  voluntarily  signs  a printed  form  note  promising  to 
pay  to  Carl  Downs  the  sum  of  $1,000.00  one  year  after  date  and  un- 
conditionally delivers  the  note  to  Earl  Fohl,  an  independent  third  per- 
son. Black  understood  that  he  was  to  receive  no  consideration  for  the 
signing  of  the  note  and  the  note  did  not  recite  that  there  was  any  con- 
sideration. Black,  when  executing  the  note,  placed  his  signature  im- 
mediatelv  in  front  of  the  word  “Seal,”  which  had  been  printed  on  the 
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note  form.  Downs  had  no  knowledge  of  this  transaction  until  the  year 
expired,  at  which  time  Fohl  delivered  the  note  to  him. 

Can  Downs  enforce  payment  of  the  note? 

Answer  “yes”  or  “no”  and  then  discuss. 

C.  If  a tenant,  who  has  a written  lease  for  the  term  of  one  year, 
beginning  on  December  1,  1947,  gives  proper  notice  of  his  intention  to 
vacate  the  premises  at  the  expiration  of  the  term,  what  is  the  legal  lia- 
bility of  the  tenant  for  further  rent  if  he  does  not  actually  vacate  the 
premises  until  noon  on  December  1,  1948? 

QUESTION  V— WEIGHT:  10  POINTS 

A.  ( 1 ) Define  and  differentiate  the  nature  and  extent  of  the  finan- 
cial liability  of  persons  who  are : 

a.  Partners  in  a partnership  formed  under  the  Uniform  Partner- 
ship Act ; 

b.  Partners  in  a partnership  formed  under  the  Uniform  Limited 
Partnership  Act. 

c.  Shareholders  in  a corporation  created  under  the  Business  Cor- 
poration Code  of  1933. 

B.  Is  an  “independent  contractor”  an  agent?  If  not,  outline  the 
features  which  distinguish  an  independent  contractor  from  an  agent. 

C.  Does  the  death  of  the  principal  necessarily  terminate  an  agency? 
If  not,  give  an  example. 

QUESTION  VI— WEIGHT:  10  POINTS 

Allan  Bixler  purchased  merchandise  from  Carlton  Downs  and  in  pay- 
ment thereof  executed  a note,  a copy  of  which  is  as  follows : 

$5,000.00  Harrisburg,  Penna. 

June  1,  1948 

On  September  1,  1948,  I promise  to  pay  to  the 
order  of  Carlton  Downs,  five  thousand  dollars 
($5,000)  at  10  Market  Street.  Harrisburg,  Pennsyl- 
vania. Without  defalcation.  Value  received. 

(Signed)  Allan  Bixler. 

As  security  for  the  note,  Bixler  deposited  with  Downs  certain  U.  S. 
Bonds.  Edgar  Faller,  at  the  request  of  Bixler,  and  before  the  note  and 
collateral  were  delivered  to  Downs,  without  receiving  consideration, 
wrote  the  following  on  the  back  of  the  note : 

6/1/48 

I guarantee  this  note. 

(Signed)  Edgar  Faller  (seal) 
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Bixler  did  not  pay  the  note  when  it  became  due  and  is  presently  with- 
out property. 

(1)  If  Bixler  dies  today,  is  Faller’s  liability  discharged  by  reason 
thereof  ? 

Answer  “yes”  or  “no”  and  then  explain ; 

(2)  If  Fuller  dies  today,  is  his  liability  discharged  by  reason  of  his 
death  ? 

Answer  “yes”  or  “no”  and  then  explain ; 

(3j  If  Fuller  had  not  known  or  received  any  notice  of  Bixler's  de- 
fault until  today,  would  he  be  discharged  of  his  liability 

Answer  “yes”  or  “no”  and  then  explain ; 

( 4)  Must  Downs  sell  the  U.  S.  Bonds  and  give  credit  on  the  note  for 
the  proceeds  of  the  Bonds  before  suing  either  Bixler  or  Fuller.-' 

Answer  “yes”  or  “no”  and  then  explain ; 

(5)  Must  Downs  exhaust  all  available  remedies  against  Bixler  be- 
fore demanding  payment  from  Fuller  and  suing  him.-' 

Answer  “yes"  or  “no”  and  then  explain; 

(6)  If  Fuller  pays  the  note,  is  he  entitled  to  the  U.  S.  Bonds? 

Answer  “yes”  or  “no”  and  then  explain ; 

(7)  If  Downs,  on  September  1,  1948,  for  a valuable  consideration, 
without  notice  to  Fuller,  extended  the  time  of  payment  of  the 
note  for  an  additional  ninety  days,  is  Faller’s  liability  discharged? 

Answer  “yes”  or  “no”  and  then  explain; 

(8)  If,  on  September  1,  1948,  Downs  accepted  a renewal  note  in  a like 
amount  signed  only  by  Bixler,  but  continues  to  hold  the  note 
dated  June  1,  1948,  is  Faller’s  liability  discharged? 

Answer  “yes”  or  “no”  and  then  explain; 

(9)  If  Faller  on  October  1,  1948,  in  a writing  signed  l)y  him  and 
served  upon  Downs,  had  demanded  that  Downs  sue  Bixler,  and 
if  Faller  can  establish  that  if  Downs  had  proceeded  against  Bixler 
he  could  have  been  forced  to  perform  the  contract,  would  Faller’s 
liability  be  discharged? 

Answer  “yes”  or  “no”  and  then  explain  ; 

(10)  If  Bixler  in  1955  becomes  financially  solvent,  can  Downs  at  that 
time,  assuming  that  there  is  no  change  in  the  applicable  law  and 
that  the  note  is  not  paid,  sue  him  and  collect  the  note  ? 

Answer  “yes”  or  “no,”  explaining  a defense  that  Bixler  mav  in- 
terpose. 
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GROUP  TWO 

Note  to  Candidate — For  Questions  Nos.  VII,  VIII,  IX  and  X,  select  the  cor- 
rect answer  from  the  four  choices  offered  in  each  case  and  indicate  your  answer 
by  placing  a circle  around  the  corresponding  n^Jmber  appearing  on  the  Answer 
Sheet.  If  you  place  a circle  around  the  figure  (4),  you  may  offer  your  explana- 
tion on  a separate  sheet  of  paper. 

QUESTION  VII— WEIGHT:  10  POINTS 

r\..  By  deed  dated  and  recorded  on  September  10,  1946,  Anthony 
Barnes  acquired  from  Caleb  Duey  a large  tract  of  land  having  thereon 
a manufacturing  plant.  In  order  to  finance  the  purchase  of  the  property 
and  the  enlargement  of  the  plant,  he,  on  September  10,  1946,  executed 
and  delivered  to  Duey  a mortgage  on  the  real  estate  for  $10,000.00  as 
part  payment  of  the  purchase  price  of  the  property  and,  at  the  same 
time,  executed  and  delivered  to  State  Bank  a mortgage  on  the  real  es- 
tate for  $45,000.00.  State  Bank  recorded  the  mortgage  given  to  it  on 
September  10,  1946,  and  Duey  recorded  the  mortgage  to  him  on  Oc- 
tober 8,  1946.  On  October  1,  1946,  Edwin  Eager,  who  held  a past  due 
note  given  by  Barnes,  entered  a judgment  against  the  real  estate  for 
$35,000.00. 

Barnes  defaulted  in  the  payments  to  the  three  creditors  and  Duey,  on 
September  1,  1948,  entered  a judgment  on  the  bond  accompanying  his 
mortgage,  and  caused  the  property  to  be  sold  at  sheriff’s  sale.  After  the 
sale  there  remained  $80,000.00  in  the  hands  of  the  sheriff  for  distribu- 
tion to  the  three  creditors. 


In  such  distribution  would  Eager  receive — (1)  $25,000.00, 

(2)  $31,080.00,  (3)  $35,000.00  or  (4)  some  other  amount? 

B.  Alfred  Beck,  w'ho  owned  no  real  estate,  was  adjudicated  a volun- 
tary bankrupt  on  January  31,  1948.  In  addition  to  the  expenses  of  ad- 
ministration the  following  claims  were  proven  : 


$100.00 

$800.00 

$400.00 

$4,000.00 

$6,000.00 


1947  Eederal  Income  Tax  ; 

wages  due  a workman  from  October  1,  1947,  to  Janu- 
ary 31,  1948,  at  the  rate  of  $200.00  per  month; 
rent  due  a landlord  from  October  1,  1947,  to  January 
31,  1948,  at  the  rate  of  $100.00  per  month  for  a store  ac- 
tually used  during  said  period ; 

judgment  secured  by  pedestrian  in  suit  charging  Beck 
with  the  negligent  operation  of  his  automobile  ; 
for  unsecured  creditors  including  that  of  Clair  Day 
whose  claim  amounts  to  $2,000.00. 


Beck  has  w'aived  his  statutory  exemption.  After  paying  the  expenses 
of  administration,  $6,000.00  remains  with  the  Trustee  for  distribution 
to  the  above  claimants. 

Ignoring  interest  and  penalties,  would  Day  receive  in  distri- 
bution—(I)  $840.00,  (2)  $1,000.00,  (3)  $1061.41  or  (41 
some  other  amount? 
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QUESTION  VIII— WEIGHT:  10  POINTS 

A.  Aug-ustus  Brink,  by  a written  instrument  styled  a Bailment  Lease, 
leased  to  Carl  Dodson,  for  the  term  of  twelve  months,  a large  refrig- 
erator having  a sale  price  of  $1,200.00.  The  instrument  provided  that 
Dodson  was  to  pay  a monthly  rental  of  $150.00  for  six  months  and  a 
monthly  rental  of  $50.00  for  the  remaining  six  months.  The  instru- 
ment further  gave  Dodson  the  option  either  to  return  the  refrigerator  at 
the  end  of  the  term  or  to  purchase  it  at  the  end  of  the  term  upon  the 
payment  of  the  further  sum  of  $1.00.  Brink  reserved  the  title  to  the  re- 
frigerator and  the  right  to  repossess  it  if,  at  any  time,  Dodson  defaulted. 
Brink  did  not  file  the  instrument  in  the  Prothonotary’s  Office.  Dodson 
made  the  payments  for  six  months  and  then  defaulted.  Brink,  without 
advance  notice,  repossessed  the  refrigerator  and  15  days  later  sold  it  at 
private  sale  for  $1,100.00,  having  expenses  in  retaking  and  reselling  the 
refrigerator  of  $100.00. 

Is  Dodson  entitled  to  recover  from  Brink — (\)  nothing; 

(2)  $700.00,  (3)  S800.00  or  (4j  some  other  amount? 

B.  Alexander  Boyer,  for  good  and  sufficient  consideration,  executed 
a promissory  note  in  the  sum  of  $10,000.00,  payable  to  Charles  Dice  and 
Earl  Ferry.  Dice  and  Ferry,  before  maturity  of  the  note,  indorsed  their 
names  upon  the  back  of  the  note  and  sold  it  to  Gerald  Hoch.  Upon  re- 
ceiving the  money  for  the  note.  Dice,  with  the  consent  of  Ferry,  re- 
tained all  of  it.  On  dishonor  of  the  note.  Hoch  gave  due  notification 
thereof  to  Dice  and  Ferry.  Alexander  Boyer  died  leaving  no  assets. 
Dice  became  a voluntary  bankrupt,  listed  the  note  in  his  schedule  of 
obligations  and  was  thereafter  discharged.  Hoch.  in  the  final  distribu- 
tion of  Dice’s  trustee  in  bankruptcy,  received  $2,000.00. 

Ignoring  interest,  can  Hoch  recor'er  from  Ferry — (1)  noth- 
ing, (2)  $4,000.00,  (3)  $8,000,00  or  (4)  some  other 
amount  ? 

QUESTION  IX— WEIGHT:  10  POINTS 

A.  If  Amos  Baker  and  Calvin  Dutton  own  real  estate  as  “tenants  in 
common,”  what  interest  does  Baker  have  in  the  real  estate  upon  the 
death  of  Dutton — 11)  nothing,  (2)  one-half,  (3)  the  whole  or  (4) 
some  other  interest? 

B.  If  Alfred  Brandt  and  Cassel  Drake  own  real  estate  as  “joint  ten- 
ants with  right  of  survivorship  and  not  as  tenants  in  common,”  what 
interest  does  Brandt  have  in  the  real  estate  upon  the  death  of  Drake — 
(1)  none,  (2)  one-half,  131  the  whole  or  (4)  some  other  interest? 

C.  If  Andrew  Braun  and  Sarah  Braun,  his  wife,  own  real  estate  as 
“tenants  bv  the  entireties.”  what  interest  does  ^Ir.  Braun  have  in  the 
property  upon  the  death  of  his  wife — (1)  none,  (2^  one-half,  (3)  the 
whole  or  (4)  some  other  interest? 

D.  \A'here  personal  property  descends  under  the  Intestate  Act  of 
1947  to  two  persons  who  are  husband  and  wife,  do  they  take  the  same 
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as — (1)  tenants  in  common,  (2)  joint  tenants  with  the  right  of  sur- 
vivorship, (3j  tenants  by  the  entireties  or  (4)  some  other  manner.-' 

E.  Is  the  one  for  whose  benefit  a trust  inter  vivos  is  created  called — 
(1  ) settlor,  (2)  trustee,  (3)  cestui  que  trust  or  (4)  some  other 
name  ? 

F.  What  is  the  rate  (disregarding  discount)  of  Pennsylvania  Trans- 
fer Inheritance  Tax  imposed  on  property  inherited  from  an  intes- 
tate by  his  brother — (1)  2%,  (2)  10%,  (3)  80%  or  (4)  some 
other  amount? 

G.  If  an  individual  died  on  December  1,  1948,  owning  no  property 
other  than  a life  insurance  policy  in  the  face  amount  of  $100,000.00,  upon 
which  he  had  paid  the  premiums,  and  the  policy  is  payable  to  his  son, 
what  is  the  amount  of  the  exemption  which  is  allowed  in  determining  the 
federal  estate  tax — (1)  $30,000.00,  (2)  $40,000.00,  (3)  $60,000.00  or 
(4)  some  other  amount  ? 

H.  Where  a levy  is  made  to  collect  a judgment  recovered  on  an 
oral  contract,  for  goods  supplied,  property  to  what  value  may  be  claimed 
by  the  debtor  as  an  exemption — (1)  $100.00,  (2)  $300.00,  (3)  $500.00 
or  (4)  some  other  amount? 

I.  If  Adam  Botts  purchased  goods  from  Charles  Duck  by  oral  con- 
tract on  June  1,  1942,  made  a payment  on  account  of  the  debt  on  July  1, 
1942,  was  adjudicated  a bankrupt  (having  listed  Duck’s  claim)  and  was 
discharged  on  November  2,  1942,  but,  on  December  2,  1942,  orally  prom- 
ised to  pay  Duck  the  balance  due  on  the  claim,  when  may  Botts  first 
interpose  the  Statute  of  Limitations  as  a defense — (1)  June  2,  1948,  (2) 
July  2,  1948,  (3)  December  3,  1948  or  (4)  some  other  date? 

J.  An  unpaid  shipper,  who  was  parted  with  possession  of  the  goods 
and  delivered  them  to  a carrier,  may  exercise  the  right  of  “stoppage  in 
transit’’ — (1)  if  the  sale  price  of  such  goods  increases,  (2)  if  the  buyer 
dies,  (3)  if  the  buyer  becomes  insolvent  or  (4)  for  some  other  reason? 

QUESTION  X— WEIGHT:  10  POINTS 

A.  Anderson  Bowen,  a resident  of  Pennsylvania,  died  intestate  on 
September  1,  1948,  leaving  only  personal  property,  and  after  his  admin- 
istrator had  paid  all  of  his  debts,  the  burial  expenses,  costs  of  adminis- 
tration, inheritance  and  estate  taxes  (which  are  not  to  be  considered  in 
the  distribution),  there  was  a balance  for  distribution  of  $60,500.00. 

( 1 ) a.  If  Bowen  left  to  survive  him  a widow,  with  whom  he  was  liv- 
ing at  the  time  of  his  death,  no  issue,  but  a brother,  what  is  the 
maximum  sum  to  which  the  widow  is  entitled — ( 1 ) $30,500.00, 
(2)  $35,500.00,  (3)  $60,500.00  or  (4)  some  other  amount? 

b.  If  Bowen  had  died  on  December  1,  1947,  what  is  the  maximum 
sum  to  which  the  widow  is  entitled — (1)  $30,500.00,  (2)  $33,- 
000.00,  (3)  $60,500.00  or  (4)  some  other  amount? 
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(2)  a.  If  Bowen  left  to  survive  him  only  a widow,  with  whom  he 
was  living  at  the  time  of  his  death,  an  illegitimate  child  born  to 
Carla  Dann,  which  child  he  did  not  acknowledge,  and  one  child 
which  he  adopted,  the  adopted  child  having  been  born  to  a former 
marriage  of  Bowen’s  widow,  what  is  the  maximum  sum  to  which 
the  widow  is  entitled — (1)  $20,500.00,  (2)  $30,500.00,  (3)  $60,- 
500.00  or  (4)  some  other  amount? 

b.  If  Bowen  had  died  on  December  1,  1947,  what  is  the  maxi- 
mum sum  to  which  the  widow  is  entitled — (1)  $20,500.00,  (2) 
$30,500.00,  (3)  $60,500.00  or  (4)  some  other  amount? 

(3)  a.  If  Bowen  left  to  survive  him  only  a widow,  who  for  one  year 
or  upwards  previous  to  his  death  wilfully  and  maliciously  deserted 
him,  and  a grandson  (a  son  of  Bowen’s  deceased  son)  who  was 
begotten  before  Bowen’s  death,  (but  born  thereafter)  what  is 
the  maximum  sum  to  which  the  widow  is  entitled — (1)  nothing, 
(2)  $500.00,  (3)  $30,500.00  or  (4)  some  other  amount? 

b.  If  Bowen  had  died  before  December  1,  1947,  what  is  the  maxi- 
mum sum  to  which  the  widow  is  entitled — ( 1 ) nothing,  ( 2 } 
$500.00,  (3)  $30,500.00  or  (4)  some  other  amount? 

B.  ( 1)  If  Bowen  had  died  testate  (his  estate  being  as  previously  set 
forth  ) leaving  all  of  his  property  in  equal  shares  to  Eli  Bowen,  son  of 
his  deceased  son,  and  Gilbert  Hager,  son  of  his  deceased  daughter,  and 
if  Anderson  Bowen  had  been  survived  by  a widow  (his  second  wife  ) 
with  whom  he  was  living  at  the  time  of  his  death  but  with  whom  he  had 
no  ante-nuptial  or  post-nuptial  agreement  relating  to  his  estate,  what  is 
the  maximum  sum  which  the  widow  mav  claim — ( 1 ) $500.00,  (2)  $20,- 
500.00,  (3)  $27,166.67,  (4)  some  other  amount? 

(2)  If  Bowen  had  died  before  December  1,  1947,  what  is  the 
maximum  sum  which  the  widow  ma}-  claim — ( 1 ) $500.00  ( 2 ) $20,- 
500.00,  (3)  $23,833.33  or  (4)  some  other  amount? 

C.  (1)  If  Bowen  had  died  testate  (his  estate  being  as  previously  set 
forth)  leaving  all  of  his  property  to  his  wife  by  will  dated  June  1.  1945, 
and  she  had  secured  a valid  divorce  on  September  1,  1947,  and  if  he 
was  survived  by  no  persons  other  than  second  cousins,  would  his  estate 
be  distributed  to — (1)  Commonwealth  of  Pennsylvania,  (2)  former 
wife,  (3)  second  cousins  or  (4j  some  other  persons? 

(2)  If  Bowen  had  died  before  December  1,  1947,  would  his  es- 
tate be  distributed  to — (1)  Commonwealth  of  Pennsylvania,  (2)  former 
wife,  (3)  second  cousins,  or  (4)  some  other  persons? 
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